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and (g) Example 2, may be relied on for
any liability incurred or assumed by a
partnership prior to January 4, 2001
and, unless the partnership makes an
election under paragraph (b)(1) of this
section, on or after December 28, 1991,
other than a liability incurred or as-
sumed by the partnership pursuant to a
written binding contract in effect prior
to December 28, 1991 and at all times
thereafter. For liabilities incurred or
assumed by a partnership prior to De-
cember 28, 1991 (or pursuant to a writ-
ten binding contract in effect prior to
December 28, 1991 and at all times
thereafter), unless an election to apply
these regulations has been made, see
§§1.752-0T to 1.752-4T, set forth in 26
CFR 1.752-0T through 1.752-4T as con-
tained in 26 CFR edition revised April
1, 1991, (TD 8237, TD 8274, and TD 8355)
and §1.752-1, set forth in 26 CFR 1.752-
1 as contained in 26 CFR edition re-
vised April 1, 1988 (TD 6175 and TD
6500).

(b) Election—(1) In general. A partner-
ship may elect to apply the provisions
of §§1.752-1 through 1.752-4 to all of its
liabilities to which the provisions of
those sections do not otherwise apply
as of the beginning of the first taxable
yvear of the partnership ending on or
after December 28, 1991.

(2) Time and manner of election. An
election under this paragraph (b) is
made by attaching a written statement
to the partnership return for the first
taxable year of the partnership ending
on or after December 28, 1991. The writ-
ten statement must include the name,
address, and taxpayer identification
number of the partnership making the
statement and contain a declaration
that an election is being made under
this paragraph (b).

(c) Effect of section 708(b)(1)(B) termi-
nation on determining date liabilities are
incurred or assumed. For purposes of ap-
plying this section, a termination of
the partnership under section
708(b)(1)(B) will not cause partnership
liabilities incurred or assumed prior to
the termination to be treated as in-
curred or assumed on the date of the
termination.

[T.D. 8380, 56 FR 66356, Dec. 23, 1991, as
amended by T.D. 8906, 656 FR 64890, Oct. 31,
2000; T.D. 8925, 66 FR 723, Jan. 4, 2001; T.D.
9207, 70 FR 30343, May 26, 2005]

§1.752-6

§1.752-6 Partnership assumption of
partner’s section 358(h)(3) liability
after October 18, 1999, and before
June 24, 2003.

(a) In general. If, in a transaction de-
scribed in section 721(a), a partnership
assumes a liability (defined in section
358(h)(3)) of a partner (other than a li-
ability to which section 752(a) and (b)
apply), then, after application of sec-
tion 752(a) and (b), the partner’s basis
in the partnership is reduced (but not
below the adjusted value of such inter-
est) by the amount (determined as of
the date of the exchange) of the liabil-
ity. For purposes of this section, the
adjusted value of a partner’s interest in
a partnership is the fair market value
of that interest increased by the part-
ner’s share of partnership liabilities
under §§1.752-1 through 1.752-5.

(b) Ezceptions—(1) In general. Except
as provided in paragraph (b)(2) of this
section, the exceptions contained in
section 358(h)(2)(A) and (B) apply to
this section.

(2) Transactions described in Notice
2000—44. The exception contained in sec-
tion 358(h)(2)(B) does not apply to an
assumption of a liability (defined in
section 358(h)(3)) by a partnership as
part of a transaction described in, or a
transaction that is substantially simi-
lar to the transactions described in,
Notice 2000-44 (20002 C.B. 255). See
§601.601(d)(2) of this chapter.

(c) Example. The following example
illustrates the principles of paragraph
(a) of this section:

Example. In 1999, A and B form partnership
PRS. A contributes property with a value
and basis of $200, subject to a nonrecourse
debt obligation of $50 and a fixed or contin-
gent obligation of $100 that is not a liability
to which section 752(a) and (b) applies, in ex-
change for a 50% interest in PRS. Assume
that, after the contribution, A’s share of
partnership liabilities under §§1.752-1
through 1.752-5 is $25. Also assume that the
$100 liability is not associated with a trade
or business contributed by A to PRS or with
assets contributed by A to PRS. After the
contribution, A’s basis in PRS is $175 (A’s
basis in the contributed land ($200) reduced
by the nonrecourse debt assumed by PRS
($50), increased by A’s share of partnership
liabilities under §§1.752-1 through 1.752-5
($25)). Because A’s basis in the PRS interest
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§1.752-7

is greater than the adjusted value of A’s in-
terest, $75 (the fair market value of A’s in-
terest ($50) increased by A’s share of partner-
ship liabilities ($25)), paragraph (a) of this
section operates to reduce A’s basis in the
PRS interest (but not below the adjusted
value of that interest) by the amount of li-
abilities described in section 358(h)(3) (other
than liabilities to which section 752(a) and
(b) apply) assumed by PRS. Therefore, A’s
basis in PRS is reduced to $75.

(d) Effective date—(1) In general. This
section applies to assumptions of Ili-
abilities occurring after October 18,
1999, and before June 24, 2003.

(2) Election to apply §1.752-7. The
partnership may elect, under §1.752—
7(k)(2), to apply the provisions ref-
erenced in §1.752-7(k)(2)(ii) to all as-
sumptions of liabilities by the partner-
ship occurring after October 18, 1999,
and before June 24, 2003. Section 1.752—
7(k)(2) describes the manner in which
the election is made.

[T.D. 9207, 70 FR 30343, May 26, 2005]

§1.752-7 Partnership assumption of
partner’s §1.752-7 liability on or
after June 24, 2003.

(a) Purpose and structure. The purpose
of this section is to prevent the accel-
eration or duplication of loss through
the assumption of obligations not de-
scribed in §1.752-1(a)(4)(i) in trans-
actions involving partnerships. Under
paragraph (c) of this section, any such
obligation that is assumed by a part-
nership from a partner in a transaction
governed by section 721(a) is treated as
section 704(c) property. Paragraphs (e),
(f), and (g) of this section provide rules
for situations where a partnership as-
sumes such an obligation from a part-
ner and, subsequently, that partner
transfers all or part of the partnership
interest, that partner receives a dis-
tribution in liquidation of the partner-
ship interest, or another partner as-
sumes part or all of that obligation
from the partnership. These rules pre-
vent the duplication of loss by prohib-
iting the partnership and any person
other than the partner from whom the
obligation was assumed from claiming
a deduction, loss, or capital expense to
the extent of the built-in loss associ-
ated with the obligation. These rules
also prevent the acceleration of loss by
deferring the partner’s deduction or
loss attributable to the obligation (if

26 CFR Ch. | (4-1-11 Edition)

any) until the satisfaction of the
§1.7562-7 liability (within the meaning
of paragraph (b)(8) of this section).
Paragraph (d) of this section provides a
number of exceptions to paragraphs (e),
(f), and (g) of this section, including a
de minimis exception. Paragraph (i)
provides a special rule for situations in
which an amount paid to satisfy a
§1.752-7 liability is capitalized into
other partnership property. Paragraph
(j) of this section provides special rules
for tiered partnership transactions.

(b) Definitions. For purposes of this
section, the following definitions
apply:

(1) Assumption. The principles of
§1.752-1(d) and (e) apply in determining
if a §1.7562-7 liability has been assumed.

(2) Adjusted value. The adjusted value
of a partner’s interest in a partnership
is the fair market value of that inter-
est increased by the partner’s share of
partnership liabilities under §§1.752-1
through 1.752-5.

3) §1.752-7 liability—({) In general. A
§1.752-7 liability is an obligation de-
scribed in §1.752-1(a)(4)(ii) to the extent
that either—

(A) The obligation is not described in
§1.752-1(a)(4)(1); or

(B) The amount of the obligation
(under paragraph (b)(3)(ii) of this sec-
tion) exceeds the amount taken into
account under §1.752-1(a)(4)(i).

(i1) Amount and share of §1.752-7 liabil-
ity. The amount of a §1.7562-7 liability
(or, for purposes of paragraph (b)(3)(i)
of this section, the amount of an obli-
gation) is the amount of cash that a
willing assignor would pay to a willing
assignee to assume the §1.7562-7 liabil-
ity in an arm’s-length transaction. If
the obligation arose under a contract
in exchange for rights granted to the
obligor under that contract, and those
contractual rights are contributed to
the partnership in connection with the
partnership’s assumption of the con-
tractual obligation, then the amount of
the §1.7562-7 liability or obligation is
the amount of cash, if any, that a will-
ing assignor would pay to a willing as-
signee to assume the entire contract. A
partner’s share of a partnership’s
§1.752-7 liability is the amount of de-
duction that would be allocated to the
partner with respect to the §1.752-7 1i-
ability if the partnership disposed of
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